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changes in the fair value of the derivative and of the hedged item atiributable ta the hedged risk are
recognized in earnings. If the derivative is designated as a cash flow hedge, the effective portions of
changes in the fair value of the derivative are recorded in other comprehensive earnings and are
recognized in the statement of operations when the hedged item affects earnings. Ineffective portions
of changes in the fair value of cash flow hedges are recognized in earnings. If the derivative is not
designated as a hedge, changes in the fair value of the derivative are recognized in earnings. During
2000, the Company entered into several interest rate swap agreemenls 1o mitigate the cash flow risk
associated with interest payments related to certain of its variable rate debt. These interest rate swap
arrangements have been designated as cash flow hedges. The Company assesses the effectiveness of its
interest rate swaps using the hypethetical derivative method. Hedge ineffectiveness had no impact on
earnings for the year ended December 31, 2006. None of the Company’s other derivatives have been
designated as hedges.

The fair value of the Company’s equity collars and other similar derivative instruments is estimated
using third party estimates or the Black-Scholes model. The Black-Scholes model incorporates a
number of variables in determining such fair values, including expected volatility of the underlying
security and an appropriate discount rate. The Company obtains volatility rates from independent
sources based on the expected volatility of the underlying security over the term of the derivative
mstrument. The volatility assumption is evaluated annually to determine if it should be adjusted, or
more often if there are indications that it should be adjusted. A discount rate is obtained at the
inception of the derivative instrument and updated each reporting period based on the Company’s
estimate of 1the discount rate at which it could currently seftle the derivative instrument. Considerable
management judgment is reguired {n estimating the Black-Scholes variables. Actual results upon
settlement or unwinding of derivative instruments may differ materially from these estimates,

Property and Equipment

Property and equipment, including significant improvements, is stated at cost. Depreciation is
compufed using the straight-line method vsing estimated useful lives of 3 to 20 years for support
equipment and 10 to 40 years for buildings and improvements.

Intangible Asseis

The Company accounts for its intangible assets pursuant 1o Statement of Financial Accounting
Standards No. 142, “Goodwill and Other Intangible Assets™ (“Stalement 1427). Statement 142 requires
that goodwill and other intangible assets with indefinite uscful lives (collectively, “indefinite lived
intangible assets™) not be amortized, but instead be tested for impairment at least annually. Equity
method goodwill is also not amortized, bui continues 1o be considered for impairment under
Accounting Prisciples Board Opinion No. 18. Statement 142 also requires that intangible assets with
estimabte uscful lives be amortized over their respective estimated useful lives to their estimated
restdual vatues, and reviewed for impairment in accordance with Statement of Financial Accounting
Standards No. 144, “Accounting for the Impairmeni or Disposal of Long-Lived Assets” (*‘Statement 144™).

Statement 142 requires the Company to perform an annual assessment of whether there is an
indication that goodwill is impaited. To accomplish this, the Company identifies its reporting units and
detcrmines the carrying value of each reporting unit by assigning the assets and liabilities, including the
existing goodwill and intangible assets, to those reporting units. Staternent 142 requires the Company to
consider equily method affiliates as separate reporting units. As a resalt, a portion of the Company’s
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enterprise-level goodwill balance is allocated to various reporting units which include a single equity
method invesiment as its only asset. This allocation is performed for goodwill impairment testing
purpoeses only and does not change the reported carrying value of the investment. However, to the
extent that all or a portion of an equity method investment which is part of a reporting unit containing
allocated goodwill is disposed of in the future, the allocated portion of goodwill will be relieved and
included in the calculation of the gain or loss on disposal.

The Company determines the fair value of its reporting units using independent appraisals, public
trading prices and other means. The Company then compares the fair value of each reporting unit to
the reporting unit’s carrying amount. To the extent a reporting unit’s carrying amount exceeds its fair
value, the Company compares the jmplied fair value of the reporting wnit’s goodwill, determined by
allocating the reporting unit’s fair value to all of its assets (recognized and unrecognized) and liabilities
in a manner similar to a purchase price allocation, to its carrying amount, and records an impairment
charge to the extent the carrying amount cxceeds the implicd fair value.

Goodwil
Changes in the carrying amount of goodwill are as {ollows:
Starz

Qve Entertainment  Other  Total
(amounts in milions)

Balance at January 1, 2005 ... ... ... . ... ... L, $5,264 1,383 156 6,803
Foteign currency translation adjustments . ... ... ....... .. 23 — — 23
Other . ... . ... .. (14 — (3 Q7

Balance at December 31,2005 ... ... .. ... ... ... ... .. ... 5273 1.383 153 6,809
Acquisitions{I) . ... ... ... .. ... ... .. 5 — 878 883
Disposition{2) . ... ... ... .. ... ... — - (124) (124)
Impairtment(3} .. ..... ... ... ... ... .. ... ... ..., —_ — n (D
Foreign currency translation adjustments .. ... ... ..., . 60 — — 60
Other{d). .. . 78 (12) 5 71

Balance at December 31,2006 ... ... .. .. ... .. ... .. ... $3,416 1,371 801 7,588

{1) Dunng the year ended December 31, 2006, Liberty and its subsidiaries completed several
acquisitions, including the acquisition of controlling interests in Provide, FUN, BuySeasons and
IDT Entertainment, Inc,, for aggregate cash consideration of $876 million, net of cash acquired,
the issuance of Liberty common stock and the assumption of debt. In connection with these
acquisitions, Liberty recorded goodwill of 3883 mitlion which represents the difference between the
consideration paid and the estimated fair value of the assets acquired. Such goodwill is subject to
adjustment pending completion of the Company’s purchase price allocation process, including
fimalization of third-party valuations.

{2) During the second quarter of 2006, the Company sold its 50% interest in Courtroom Television
Network, LLC (“Court TV”). In connection with such sale, the Company relieved $124 miliion of
enterprise-level goodwill that had been allocated to the Court TV investment.

(3} Liberty acquired its interest in FUN in March 2006. Subsequent to its acquisition, the market valuc
of FUN’s stock has declined significantly due to the performance of certain of FUN's subsidiaries
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and vncertainty sirrounding government legislation of Internet gambling which Liberty believes the
markel perceives as potentially impacting FUN's skill gaming business. [n connection with its
annual evaluation of the recoverability of FUN’s goodwill, Liberty received a third-party valuation,
which indicated that the carrying value of FUN's goodwill exceeded its market value. Accordingly,
Liberty recognized a $111 million impairment charge related to goodwill.

{4) Other activity for QVC represents Liberty’s acquisition of shares of QVC common stock held by
employees and officers of QVC. Amounts recorded as goodwill represent the difference between
the price paid for such minority interest and the carrying amount of the minority interest less
amounis allocated to other intangible assets.

Intangible Asseis Subject to Amortization

Tniangible assets subject to amortization are comprised of the following:

December 31, 2006 December 31, 2005

Gross Net Gross Net
carrying Accumulated carrying carrying Accumulated carrying
amount amortization amouni amount amortization amounnt

(amounts [n millions)—

Distobution rghts .. e e $2.699 (981) 1,718 2,628 (788} 1,840
Customer refationships . ... .. ....... ... ... 2,345 (381) 1,964 2,356 (393) 1,963
Other ... .. o 699 (471) 228 543 {371) 172
Total oo $5943  (2,033) 3910 5527  (1,552) 3,975

Amortization of intangible assets with finile useful lives was $463 million, $453 millien and
$456 million for the years ended December 31, 2006, 2005 and 2004, respectively. Based on its
amortizable intangible assets as of December 31, 2006, Liberty expects that amortization expense will
be as follows for the next five years (amounts in millions):

2007 e e e e $462
MO8 e $430
2000 . $389
2010 e $363
20011 e $352

Impairment of Long-lived Assets

Statement 144 requires that the Company periodically review the carrying amounts of its property
aud equipment and its intangible assets (other than goodwill) to determine whether current events or
circumstances indicate that such carrying amounts may not be recoverable. Tf the carrying amount of
the asset is greater than the expected undiscounted cash flows to be generated by such asset, an
impairment adjustment is to be recognized. Such adjustment is measured by the amount that the
carrying value of such assets exceeds their fair value, The Company generally measures fair vaiue by
copsidering sate prices for similar assets or by discounting cstimated future cash flows using an
appropriate discount rate. Considerable management judgment is necessary to estimate the fair value of
assets. Accordingly, actual resulls could vary significantly from such estimates. Assets to be disposed of
are carried at the lower of their financial statement carrying amount or fair value less costs to sell.
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Minority Interests

Recognition of minerity interests” share of losses of subsidiaries is generally limited to the amount
of such minority interests’ allocable portion of the common equity of those subsidiaries. Further, the
minority interests” share of losses is not recognized if the minority holders of common equity of
subsidiaries have the right to cause the Company to repurchase such holders’ common equity.

Foreign Currency Translation

The functional currency of the Company is the United States (“1U.5.”) dollar. The functional
currency of the Company’s foreign operations generally is the applicable local currency for each foreign
subsidiary. Assets and liabilitics of foreign subsidiaries are translated at the spot rate in effect at the
applicable reporting date, and the consolidated statements of operations are translated at the average
exchange rates in effect during the applicable period. The resulting unrealized comulative transtation
adjustment, nct of applicable income taxes, is recorded as a component of accomulated other
comprehensive earnings in stockholders” equity.

Transactions denominated in currencies other than the functional currency are recorded based on
exchange rates at the time such transactions arise. Subsequent changes in exchange rates result in
transaction gains and losses which are reflected in the accompanying consolidated statements of
operations and comprchensive earnings as unrealized {based on the applicable period-end exchange
rale) or realized upon settlement of the transactions.

Revenue Recognition

Revenue is recognized as follows:

* Revenue from retail sales is recognized at the time of shipment to customers. An allowance for
returned merchandise is provided as a percentage of sales based on historical expenence. The
total reduction in sales due to returns for the years ended December 31, 2006, 2005 and 2004
aggregated $1.554 million, $1,375 million and $1,165 million, respectively.

-]

Programming revenue is recognized in the period during which programming is provided,
pursuant to atfiliation agrecmenis.

* Revenue [rom saies and licensing of sofrware and related service and maintenance is recognized
purseant to Statement of Position No. 97-2, “Software Revenue Recognition.” For multipic
clement contracts with vendor specific objective evidence, the Company recognizes revenue for
cach specific element when the earnings process is complete. If vendor specific objective
evidence does not exist, revenue is deferred and recognized on a straight-line basis over the
remaining term of the maintenance period after all other clements have been delivered.

> Revenue relating to proprietary films is rccognized in accordance with Statement of Position
(SOP) 00-02. Accounting by Producers or Disiributors of Films. Revenue from the theatrical
release of feature films is recognized at the time of exhibition based on the Company’s
pariicipation in box office receipts. Revenue from television licensing is recognized when the
fitm or program is complete in accordance with the terms of the arrangement, the license period
has begun and is available for telecast or exploitation.
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Cost of Sales

Cost of sales primarily includes actual product cost, provision for obsolete inventory, buying
allowances received from supplicrs. shipping and bandling costs and warehouse costs.

Advertising Costs

Addvertising costs generally are expensed as incurred. Advertising expense aggregated $112 million,
$45 million and $47 million for the years ended December 31, 2006, 2005 and 2004, respectively.
Co-operative marketing costs are recognized as advertising expensc to the extent an identifiabie benefit
is received and fair value of the benefit can be reasonably measurcd. Otherwise, such costs are
recorded as a reduction of revenue.

Stock-Based Compensation
FASB Staternent 123R

As more fully described in note 13, the Company has pranted to its employees and employees of
its submidiarics options, stock appreciation rights ("SARs”) and options with tandem SARs to purchase
shares of Liberty common stock (collectively, “Awards™). In addition, QVC had granted combination
stock options/SARs (“QVC Awards™) to certain of its employees. In December 2604, the Financial
Accounting Standards Board (“FASB") issued Statement of Financial Accounting Standards No. 123
(revised 2004), “Share-Based Payment” (“Statement 123R"}. Statement 123R, which is a revision of
Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation”
(“Statement 1237) and supersedes Accounting Principles Board Opinion No. 25, “Accounting for Stock
Issued to Employees” (“APB Opinion No. 257), establishes standards for the accounting for transactions
in which an entity cxchanges its equity instruments for goods or services, primarily focusing on
transactions in which an entity obtains employee services. Statement 123R generally requires companies
to measure the cost of employee services received in exchange for an award of equity instruments {such
as stock options and restricted stock) based on the grant-date fair value of the award, and to recognize
that cost over the period during which the employee is required to provide service {usually the vesting
period of the award). Stalement 123R also requires companics o measure the cost of employee
services received in exchange for an award of Lability instruments (such as stock appreciation rights
that will be settled in cash) based on the current fajr value of the award, and to remeasure the fair
value of the award at each reporting date.

The provisions of Statement 23R allow companics to adopt the standard using the modified
prospective method or to restate all periods for which Statement 123 was effective. Liberty has adopted
Statement 123R using the modified prospective method.

The Company adopted Statement 123R effective January 1, 2006, In connection with such
adoption, the Company recorded an $89 million transition adjustment, which is net of related income
taxes of $31 millien. Under Statement 123R, the QVC Awards were required to be bifurcated into a
ligbility award and an equity award. Previously, under APB Opinion No. 25, no liability was recorded.
The transition adjustruent primarily represents the fair value of the liability portion of the QVC Awards
at January 1, 2006. The transition adjustment is reflected in the accompanying consolidated statement
of opcrations as the cumulative effect of accounting change. Also, in connection with the adoption of
Statcment 123R, the Company has eliminated its unearned compensation balance as of January 1, 2004
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of $98 million aganst additional paid-in capital. Compensation expense related to restricted shares

granted to certain officers and employees of the Company continues to be recorded as such stock vests.
Included in selling, general and administrative expenses in the accompanying consolidated

statements of operations are the following amounts of stock-based compensation (amounts in millions):

Years ended:

December 31, 2000 . . . ... L e $67
December 31, 2003 . . .. ... L e $32
December 31, 2004 . . . . . e e $98

As of December 31, 2006, the total unrecognized compensation cost related to unvested Liberty
equity awards was approximately $59 million. Such amount will be recognized in the Company’s
consolidated statements of operations over a weighted average period of approximately 2 vears.

Pro Forma Disclosure

Prior 10 adoption of Statement §23R, the Company accounted for compensation expense related to
its Awards pursvant to the recognition and measurement provisions of APB Opinion No. 25, All of the
Company’s Awards were accounled for as variable plan awards, and compensation was recognized
based upon the percentage of the options that were vested and the intrinsic value of the options at the
balance sheet date. The Company accounted for QVC Awards using fixed-plan accounting. The
following table illustrates the effect on earnings from continuing operations and earnings per share for
the years ended December 31, 2005 and 2004 as if the Company had applied the fair value recognition
provisions of Statement 123 1o its options. Compensation expense for SARs and options with tandem
SARs was the same under APB Opinion No. 25 and Statement 123. Accordingly, no pro forma
adjustment for such Awards is included in the following table.

Years ended
December 31,

2005 2004
[anwounts in
willions,
excepl per
share
amounts)
Earnings (Joss) from continuing operations . .. ... .. L. Lo $(43) 105
Add stock compensatton as determined under the intrinsic value method, net of taxes . 2 2
Deduct stock compensation as determined under the fair value method, net of taxes .. (42) (41)
Pro forma eamings {loss) from continuing operations . . . ... ... ... ... . . ... $(83) 66
Basic and diluted earnings (loss) from continuing operations per share:
AsTeported ... L $¢.027 04
Proforma. . . ..o $(.03) .02

{mpact of Spin Off Trarsactions

In connection with the spin off of Liberty subsidiaries Liberty Media International (“LMI”) and
Discovery Holding Company (“IDHC”) in 2004 and 2005, respectively, certain employces of Liberty
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received LMI and DUHC options. Liberty records compensation cxpense retated to these awards based
on the prant date fair vatue over the remaining vesting period.

Income Taxes

The Company accounls for income taxes using the asset and lability method. Deferred tax assets
and liabilities arc recognized for the fiture tax consequences attributable to differences between the
financial statement carrying value amounts and income tax bases of assets and liabilities and the
expected henefits of utilizing net operating loss and tax credit carryforwards. The deferred tax assets
and liabilities are calculated using enacied tax rates in cifect for each taging jurisdiction in which-the
company operates for the year in which those temporary differences are expected to be recovered or
settied. Net deferred tax assets are then reduced by a valuation allowance if the Company believes it
more-iikely-than-not such net deferred tax assets will not be realized. The effect on deferred tax assets
and liabilities of an enacted change in tax sates is recognized in income in the period that includes the
cnactment date.

Earnings (Loss} Per Common Share

Basic earnings (loss) per common share (“EPS”) is computed by dividing net earnings (loss) by the
weighted average number of common shares outstanding for the period. Diluted EPS presents the
dilutive effect on a per share basis of potential common shares as if they had been converted at the
beginning of the periods presented.

Liberty Series A and Sertes B Common Stock

The basic EPS calculation is based on 2,803 million weighted average outstanding shares of Liberty
common stock for the period from January 1, 2006 1o May 10, 2006, and 2,795 million and
2,856 million weighted average shares outstanding for the years ended December 31, 2005 and 2004,
respectively. The dituted EPS calculation for the period from January 1, 2006 to May 10, 2006 and for
the year ended December 31, 2004 includes 5 million and 14 million ditutive securities, respectively.
However, due o the relative insignificance of these dilutive securities, their inclusion does not impact
the EPS amount as reported in the accompanying consolidated statements of operations.

The cumulative effect of accounting change per common share for the period from January 1, 2006
(o May 1. 2006 was a toss of $G.03.

Earnings {loss) from discontinued operations per comimon share is as follows:

Jonwary 1, 2006 to May 10, 2006 ... ... ... . 5} —
Year ended December 31, 2005 . . .. ... $ —
Year ended December 31, 2004 . ... L L $(.02)

Liberty Capital Corunon Stock

Liberty Capital EPS for the period from the Restructuring to December 31, 2006 was computed by
dividing the netl earnings attributable to the Capital Group by the weighted average outstanding shares
of Liberty Capital common stock for the period {140 million}. Due to the relative insignificance of the
dilutive securities for such period, their inclusion does not impact the EPS amount. Excluded from
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diluted EPS for the period from the Restructuring to December 31, 2006 are approximately 3 miltion
potential common shares because their inclusion would be anti-dilutive.

Eacnimgs from discontinued operations per common share for the period from the Restructuring to
December 31, 2006 is $1.62.

Liberty Interactive Common Stock

Liberty Interactive EPS for the period from the Restructuring to December 31, 2006 was computed
by dividing the net earnings atiributable to the Interactive Group by the weighted average outstanding
shares of Liberty Interactive common stock for the period (670 million). Bue (o the relative

insignificance of the dilutive securities for such period, their inclusion does not impact the EPS amount,

Excluded from difuted EPS for the period from the Restructuring 1o December 31, 2006 are
approximately [3 million potential common shares because their inclusion would be anti-difutive,

Reclassifications

Certain prior period amounts have been reclassified for comparability with the 2006 presentation.

Estimates

The preparation of financial statements wn conformity with 11.S. generally accepted accounting
principles (“GAAP”} requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the financial statements and the reported amounts of
revenue and expenses duning the reporting period. Actual results could differ from those estimates.
Liberty considers (i} the estimate of the fair vatue of its long-lived asscts (including goodwill) and any
resulting impairment charges, (i) its accounting for income taxes, (iii) the fair value of its derivative
mstruments, (1v) #s assessment of nontemporary declines in value of its investments and (v) its
cstimates of retajl related adjustments and allowances to be its most significant estimates.

Liberty holds investments that are accounted for using the equity method. Liberty does not controi
the deciston muking process or business managemen| practices of these affiliates. Accordingly, Liberty
relics on management of these affiliates to provide it with accurate financial information prepared in
accordance with GAAP that Liberty uses in the application of the equity methed. In addition, Liberty
relies on audit reports that are provided by the affiliates’ independent auditors on the financial
statements of such affiliates. The Company is not aware, however, of any errors in or possible
misstatements of the financial information provided by its equity affiliates that would have a material
cffect on Liberty’s consolidated financial statements.

Receni Accounting Pronouncements

In Fehruary 2006, the FASE issued Statement of Financial Accounting Standards No. 135,
“decountng for Certain Hybrid Financial Instnuments, an amendment of FASE Statements No. 133 and
1407 (“Statement 155”). Statement 155, among other things, amends Statement 133 and permits fair
value remeasurement of hybrid financial instruments that contain an embedded derivative that
otherwise would require bifurcation. Statement 155 is effective after the bepinning of an entiry’s first
fiscal year that begins after September 15, 2006. The Company intends to adopt the provisions of
Statement 155 effective Janvary 1, 2007 and account {or its senior exchangeable debentures at fair
value rather than bifurcating such debentures into a debt instrument and a derivative instrument as
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required by Statement 133, If the Company had adopied Statement 155 as of December 31, 2006, it
would have recorded an increase to long-term debt of $1.9 billion, a decrease o long-term derivative
instruments of $1.3 billion and an increase to accumulated deficit of $600 million.

In June 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Unceriainty in Income
Taxes, an interpretation of FASB Siatement No. 1097 (*“FIN 487). FIN 48 clarifies the accounting for
uncertainty in income taxes recognized in a company’s financial statements, and prescribes a
recogmtion threshold and measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. FIN 48 is effective for
fiseal years beginning after December 15, 2006. While the Company has not completed its evaluation of
the impact of FIN 48 on its financial statements, it believes that the application of FIN 48 will result m
the derecognition of certain tax liabilities currently reflected in the Company’s consolidated balance
sheet with a corresponding decrease to the Company’s accumulated deficit. The Company is unable to
quantify the amount of these adjustments at this time,

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, “Fair
Value Measurements”(“Statement 157”), which defines fair value, cstablishes a framework for measuring
fair value nnder GAAP and expands disclosures about fair value measurements. Statement 157 applies
to other accounting pronouncements that require or permit fair value measurements. The new guidance
is cffective for financial statements issued for fiscal years beginning after November 15, 2007, and for
interim periods within those fiscal years. Liberty Is currently evaluating the potential impact of the
adoption of Statement 157 on its consolidated balance sheet, statements of operations and
comprehensive carmngs (loss), and statements of cash flows.

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, “The
Fuir Value Option for Financial Assets and Financial Liabilities, including an amendment of FASB
Statement No. 115" (“Statement 1597). Statement 159 permits entities to choose to measure many
financial instruments, such as available-for-sale securities, and certmin other items at fair value and to
recognize the changes in fair value of such instruments in the enltity’s statement of operations.
Currently under Statement of Financial Accounting Standards No. 115, entities are required to
recognize changes in fair value of available-for-sale securitics in the balance sheet in accumulated other
comprehensive earnimgs. Statement 159 is effective as of the beginning of an entity’s fiscal year that
begins after November 15, 2007, Liberty is currently evaluating the potential impacts of Statement 159
on its financial statements and has not made a determination as to which of its financial instruments, if
any, 11 will choase o apply the provisions of Statement 159,

F-54

EMC.LD.00OG01




LIBERTY MEDIA CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 3L, 2006, 2005 and 2004

(4) Supplemental Disclosares to Consolidated Statements of Cash Flows

Years ended
Pecember 31,
2006 005 2004

{amounts in milliens)

Cash paid for acquisitions:

Fair value of assets acquired . . . . ... .. ... ... . ... .. . .. $1,494 1M
Net habilities asssrmed ... .. ... L 2n —  —
Deferred tax habilities ... ... .. .. L {48y — —
Minority interest . . .. .. e (72y — 12
Exchange of cost investment . . ........ ... ... ... ... .. 235y — —
Common stock isswed ... ... ... ... L. (86 -
Cash paid for acquisitions, net of cash acquired .. .. ... ... L0 $ 86 1 91
Cash paid for interest . ... ... ... ... . ... $ 510 477 515
Cash paid for income taxes .. ... ... ... e o152 1el 49

|
|

(5) Discontinued Operations
Sale of OpenTV Curp.

In October 2006, Liberty entered into an agreemenl with an unaffiliated third party to seil
Liberty's controlling interest in OpenTV Corp. (“QPTV") for cash consideration of $132 million. As
part of an agreement with OPTV, Liberty would pay up to $20 million of the cash proceeds to OPTV
on the first anniversary of the closing, subject to the satisfaction of certain conditions. The sale was
consummated on January 16, 2007. OPTV was attributed to the Capital Group.

Sale of Ascent Entertainment Group, Inc.

In December 2006, Liberty entered into an agreement with an unaffiliated third party to sell
Liberty’s 100% ownership mierest in Ascent Entertainment Group, Inc. (“AEG”) for $332 million in
cash and 2.05 million sharcs of common stock of the buyer valued at approximately $50 million. AEG's
primary operating subsidiary is On Command Corporation. Consummation of the transaciion is subject
to customary closing conditions, including regulatory approval, and is expected (o oecur in mid-2007.
Subsequent to the closing, if consummated, Liberty would own approximately 9.9% of the buyer’s
outstanding common stock. AEG was attributed o the Capital Group.

Spin Off of Discovery Holding Company

On July 21, 2005 {the “DHC Spin Off Date”), Liberty completed the spin off (the “DHC Spin
Off”) of DHC to its shareholders. The DHC Spin Off was effected as a dividend by Liberty to holders
of its Series A and Series B comimon stock of shares of DHC Series A and Series B common stock,
respectively. Holders of Liberty common stock on July 15, 2005 received 0.10 of a share of DHC
Series A common stock for each share of Liberty Series A common stock ewned and 0.10 of a share of
DHC Series B common stock for each share of Liberty Series B common stock owned. The DHC Spin
Off did not involve the payment of any consideration by the holders of Liberty commeon stock and is
intended to qualily as a tax-free transaction. At the time of the DHC Spin Off, DHC's assets were
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comprised of Liberty’s 100% ownership interest in Ascent Media Group, LLC, Liberty's 50% ownership
imerest in Discovery Communications, Inc. and $200 million in cash.

Following the DHC Spin Off, DHC and Liberty operate independently, and neither has any stock
ownership, beneficial or otherwise, in the other. 1In connection with the DHC Spin Off, DHC and
Liberty cntered into certain agreements in order to govern certain of the ongoing relationships between
Liberty and DHC after the DHC Spin Off and to provide for an orderly transition. These agreements
inciude a Reorganization Agreement, a Facilities and Scrvices Agreement, a Tax Sharing Agreement
and a Short-Ierm Credit Facility.

The DHC Reorganization Agreement provides for, among other things, the priecipal corporate
transactions required to effect the DHC Spin Off and cross indemnities. Pursuant to the DHC Facilities
and Services Agreement, Liberty provides DHC with office space and certain peneral and
administrative services including legal, 1ax, accounting, treasury, engineering and investor relations
support. DHC reimburses Liberty for direct, out-of-pocket expenses incurred by Liberty in providing
these services and for DHC’s allocable portion of facilities costs and costs associated with any shared
services or personnel.

Under the DHC 'lax Sharing Agreement, Liberty generally is responsible for U.S. federal, state
and lucal and foreign income taxes owing with respect to consolidated returns which include both
Liberty and DHC. DHC is responsible for all other taxes with respect to returns which include DHC,
but do not include Liberty whether accruing before, on or after the DHC Spin Off. The DHC Tax
Sharmg Agreement requires that DHC will not take, o+ fail 10 take, any action where such action, or
failure to act, would be inconsistent with or prohibit the DHC Spin Off from qualifying as a tax-free
transaction. Moreover, DHC has indemnified Liberty for any loss resulting from such action or failure
1o act, if such action or failure to act precludes the DHC Spin Off from qualifying as a tax-free
(ransaction,

Spin Off of Liberty Media International, Inc.

On June 7, 2004 (the “LMI Spin Off Date”), Liberty completed the spin off {the “LMI Spin Off™)
of Its wholly-owned subsidiary, Liberty Media International, Inc., to its shareholders. Substantially ali of
the asscts and businesses of LM1 were attributed to Liberty’s former International Group segment. In
connection with the LMI Spin Off, holders of Liberty common stock on June 1, 2004 received 0.05 of a
share of LMI Sertes A common stock for each share of Liberty Series A common stock owned and
0.05 of & share of LMI Scrics B common stock for each share of Liberty Sertes B common stock
owned. The LM1 Spin Off is intended to qualify as a tax-free spin off. For accounting purposes, the
LMI Spin OIf is dcemed to have occurred on June 1, 2004, and no gain or loss was recognized by
Liberty in connection with the LMI Spin Off due to the pro rata nature of the distribution.

Following the LMI Spin Off, LM1 and Liberty operatc independently. In connection with the 1.MI
Spm Oft, LML and Liberty entered into certain agreements in order to govern certain of the ongoing
relanonships between Liberty and LMI after the LMI Spin Off and to provide for an orderly transition.
These agreements include a Reorganization Agreement and a Tax Sharing Agreement.

The LMI Reorganization Agreement provided for, among other things, the principal corporate
transactions required to effect the LMI Spin Off and cross indemnities.

Under the £.MI Tax Sharing Agreement, Liberty generally is responsible for U.S. federal, state and
local and foreign income taxes owing with respect to consolidated returns which include both Liberty
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and EMI. LMY s responsibic for all other taxes with respect to returns which include LML, but do not
include Liberty whether accruing before, on or after the LMI Spin Off. The LM1 Tax Sharing
Agreement requires that LM! will not take, or fail to take, any action where such action, or failure to
act, would be inconsisient with or prohibit the LME Spin Off from qualifying as a ax-free transaction.
Moreover, LMI has indemnified Liberty for any loss resulting from such action or failure to act, if such
action or failure to act precludes the LMI Spin Off from qualifying as a tax-free transaction.

In the third quarter of 2005, Liberty filed its 2004 tax return and adjusted the amount of net
operating loss and capital Joss carryforwards allocated 1o LML Such adjustment resulted in an increase
to Liberty’s deferred income tax liabilities and a reduction of additional paid-in capital of $28 million.

DMX Music

During the fourth quarter of 2004, the executive committee of the board of directors of Liberty
approved a plan to dispose of Liberty's approximate 56% ownership interest in Maxide
Acquisition, Inc. (d/b/a DMX Music, “DMX”). On February 14, 2005, DMX commenced proceedings
under Chapter }1 of the United States Bankruptcy Code. DMX entered into an arrangement, subject
10 the approval by the Bankruptcy Court, to sell substantially all of its operating assets to an
independent third party. On May 16, 2005, the Bankruptcy Court entesed a written order approving the
trapsaction, and the sale transaction was completed. As a result of the DMX Bankrupicy filing, Liberty
deconsolidated DMX effective December 31, 2004. In connection with is decision to dispose of its
ownership interest, Liberty recognized a $23 million impairmment loss to write down the carrying value
of the net assets of DMX to their estimated fair value based upon the aforementioned arrangement to
sell the asscts. Such loss has been included in loss from discontinued operations in the accompanying
consolidated financial statements for the year ended December 31, 2004,

The consolidated financial statements and accompanying notes of Liberty have been prepared
reflecting OPTYV, AEG, DHC, LMI and DMX as discontinued operations. Accordingly, the assets and
liabilities, revenue, costs and expenses, and cash flows of these subsidiaries have been excluded from
the respective captions in the accompanying consolidated balance sheets, statements of operations,
statements of comprehensive carnings {loss) and statements of cash flows and have been reported
separately in such consolidated financial statements.

Certain combined statement of operations information for OPTV, AEG, DHC, LMI and DMX,
which 13 included in earnings (loss) {rom discontinued aperations, is ag follows:

Years ended
December 31,

006 2005 2004

_(am—"ount;;mﬂm
REVERUC . . . $335 704 2081
Loss before income taxes and minority interests ... ... ... ... ... L ... $GM (Y (159)

Liberty's tax basis in the common stock of each of OPTV and AEG as of December 31, 2006
exceeds their respective carrying amounts reported for financial reporting purposes. As of
December 31, 2(K)6, Liberty has recognized a deferred tax asset of $236 million for this excess tax basis
with an offsetting deferred tax benefit, which is included in earnings from discontinued operations in
the accompanying consolidated statement of operations. In 2004, Liberty recognized a similar deferred
tax benefit of $38 mitlion related 10 its tax basis in DMX and reported such benefit in its income tax
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benefit for continuing operations for the year ended December 31, 2004, Liberty has revised its 2004
presentation to repori the deferred tax benefit for DMX as & compopent of loss from discontinued
operations.

{6} Envestments in Available-for-Sale Securities and Other Cost Investments

Tnvestments in AFS secunties, which are recorded at their respective fair market values, and other
cost investments are summnarized as follows:

Capital Group

News Corporation

Time Warner Inc. (“Time Warner”){(1)

Sprint Nextel Corporation (“Sprint™}(2)
Motorola, Inc, ("Motorola™)(3)
Other AFS equity securities(4}
Other AFS debt securities(5)
Other cost invesiments and refated receivables

Total attribwted Capital Group . ... ... . e

Interactive Group

IACInterActiveCorp (*JAC™)

Other AFS securibies . . .. . .o e

Consolidated Liberty

Totul attributed Interactive Group

Eess short-term iMVESIIMIZIES . . . . o vt e e it e e e e

December 3, .
2006 2005
{(amoubnts in
milliens)
$11,158 8,171

3,728 2985
1,651 2,162
1,522 1,672
830 964

135 372

34 79
19,058 16,405
2572 1,960
R -
iz 084
21,630 18,489
_® =
$21.622 18,489

(1) Includes $198 million and $158 million of shares pledged as collateral for share borrowing
arrangements at December 31, 2006 and 2005, respectively,

{2)

(3)

{4)

Includes $170 million and $94 million of shares pledged as collateral for share borrowing
arrangements at December 31, 2006 and 2005, respectively.

includes $1,068 mittion and $1.173 million of shares piedged as collateral for share borrowing
arrangements at December 31, 2006 and 2005, respectively.

Includes $46 million and $156 miflion of shares pledged as collateral for share borrowing
arrangements at December 31, 2006 and 2005, respectively.

At December 31, 2006, other AFS debt securities include $127 million of investments in third-party
markeiable debt sccurities held by Liberty parent and 38 million of such securities held by
subsidiaries of Liberty. At December 31, 2005, such investments aggregated $372 miilion and zero,

espectively.

e e i e o b
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News Corporation

In December 2006, Liberty sannounced that it had eatered into an exchange agreement with News
Corporation pursuant to which, if completed, Liberty would exchange its approximate 16.2% ownership
interest in News Corporation for a subsidiary of News Corporation, which would own News
Corporation’s approximate 3%8.537 iaterest m The DirecTV Group, Inc, three regional sports television
networks and approximatety $330 miilion in cash. Consummation of the exchange, which is subject to
various chsing conditions, including approval by News Corporation's shareholders, regulatory approval
and receipt of a favorable ruling from the IRS confirming that the exchange is tax-free, is expected in
mid 2007,

In Nowember 2004, Liberty entered into total return equity swaps with a financial institution with
respect to Y2 million shares of News Corporation voting stock (“NWS”), Pursuant 1o the terms of the
swap, the financial institution acquired the 92 million shares of NWS for Liberty’s benefit for a
weighted average strike price of $17.48. In December 2004, Liberty elected to terminate the swaps. In
connection with such termination, Liberty delivered 86.9 million shares of News Corporation non-voting
stock (“NWSA”) with a fair market value of $1,608 million in exchange for the 92 million shares of
NWS with a fair market value of $1,74¢ million. Accordingly, Liberty recognized a pre-tax gain on the
swap transaction of $141 million, which is included in realized and unrealized gains on financial
instruments and a pre-tax gain on the exchange of NWSA for NWS of $710 million, which is included
n gains on dispositions. At December 31, 2006, Liberty has an approximate 16.2% cconomic interest
and an approximate 19.1% voting mterest in News Corporation,

IAC /InterActiveCorp

Effective August 9, 2005, IAC completed the spin-off of its subsidiary, Expedia, Inc. (*Expedia™).
Sharehoiders of 1AC, including Liberty, received one share of Expedia for each share of IAC owned.
Subsequent 1o the spin-off of Expedia, Liberty owned approximately 20% of the outstanding Expedia
common stack representing a 52% voting interest. However, under existing governance arrangements,
the Chairman of Expedia is currently entitled to vote Liberty’s shares of Expediz, subject to certain
fimitations. As Liberty has appointed two out of ten members of Expedia’s board of directors, it
accounts for this investment using the equity method of accounting. Liberty allocated its pre-spin off
carrying value in 1AC between IAC and Expedia based on the relative irading prices of [AC and
Expedia. Unrealized bolding gains included in the carrying value allocated wo Expedia were reversed as
part of this allocation.

At December 31, 2006, Liberty owns approximately 24% of IAC common stock representing an
approximate 57% voting interest. However, under existing governance arrangements, the Chairman of
TAC is currently entitled to vote Liberty’s shares, and due to the fact that Liberty has rights to appoint
only two of thirteen members 1o the IAC board of directors, Liberty’s ability to exert significant
influence over PAC 15 limited at this time. Accordingly, Liberty accounts for this invesiment as an AFS
security.

Nontemporary Declines in Fair Value of Investmenis

Diuring the years ended December 31, 2006, 2005 and 2004, Liberty determined that certain of its
AFS securities (including News Corporation in 2005) and cost investments experienced nontemporary
declines in value. The primary factors considered by Liberty in determining the timing of the
recognition for the majority of these impairments was the length of time the investments traded below
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Liberty's cust bases and the lack of necar-term prospects tor recovery in the stock prices. As a result,
the carrying amounts of such invesimenis were adjusted to their respective fair values based primarily
on guoted market prices at the balance shect date. These adjustments are reflected as nontemporary
declines in fair value of investments in the consolidated statements of operations. The amount of
nontemporary decline recognized for Liberty's News Corporation voting shares in 2005 was

332 million,

Unrealized Holdings Gains and Losses

Unrealized holding gains and losses related to investments in AFS securities are summarized
below,

December 31, 2006 December 31, 2005
" Equity Debi Equity Debt
securities  securities  securities securities
(amonnts in milliansrlwi T
Gross unrealized holding gains .. ... .. ... .. ... .. 39,335 — 5,459 17
Gross unrealized bolding losses .. ... ..., ... ... .. $ M — 27 —

The apgregate fair value of secunities with unrealized holding losses at December 31, 2006 was
§6 million. None of these securities had unrealized losses for more than 12 continuous months.

(7) Financial Instruments

The Company’s financial instruments are summarized as follows:

December 31,

Tepe of derivative T2006 2005
T -75;ounm [
millions)
Assets
Equity coflars ... ... L e $1.218 1,568
Put spread collars ... o e — 133
OUhCT - . e 361 33
1,579 1,784
Lews CUTTent POrtiON . ..« .. {239y  (661)
$1,340 1,123
Liabilities
Borrowed Shares . . . . .. . . e $1,482 1,581
Exchangeable debenture call option obligations .. ... ... ... .0 . ... 1,280 927
Put options . . e e — 342
Equity collars .. . e 416 160
OFher L e e e 12 16
3190 3,026
[ess cUtient POTHION . .. .. . e et e e e (1,484) (1,939}

51,706 1,087
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Equity Collars and Put Oplions

The Company has entered into equity collags, written put and call options and other financial
mstruments o manage market risk associated with its investments in certain marketable securities.
These instruments are recorded ai fair value based on option pricing modets. Equity collars provide the
Company with a put option that gives the Company the right to require the counterparty to purchase a
specified number of shares of the underlying sccurity at a specified price at a specified date in the
future. Equity collars also provide the counterparty with a call option that gives the counterparty the
right to purchase the same securities at a specified price at a specified date in the future. The put
option and the call option generally have equal fair values at-the time of origination resulting in no
cash receipts or paymenis.

Borrowed Shares

From time to time and in connection with certain of its derivative instruments, Liberty borrows
shares of the underlying securities from a counterparty and delivers these borrowed shares in
settlement of maturing derivative positions. In these transactions, a similar number of shares that are
owned by Liberty have been posted as collaterat with the counterparty. These share borrowing
arrangements can be terminated at any time at Liberty’s option by delivering shares to the
counterparty. The counterparty can tcrminate these arrangements at any tine. The lability under these
share borrowing arrangements is marked to market each reporting period with changes in vahue
recorded in unrealized gains or losses in the consclidated statement of operations. The shares posted as
collateral under these arrangements continue to be treated as AFS securitics and are marked to market
cach reporting period with changes in valve recorded as unrealized gains or losscs in other
comprehensive earnings.

Exchangeable Debenture Call Option Obligations

Liberty has issued senior exchangeable debentures which are exchangeable for the value of a
specified number of shares of Sprint und Embarq Corporation eommon stock, Motorola common stock,
Viacom Class B and CBS Corporation Class B common stock or Time Warner common stock, as
applicable. (See note 9 for a more complete description of the exchangeable debentures.)

Under Statement 133, the call option feature of the exchangeable debentures is reported separately
from the long-term debt portion in Liberty’s consolidated balance sheets at fair value. Changes in the
fair valuc of the call option obligations arc recognized as unrealtzed gains (losses) on derivative
instruments in Liberty’s consolidated statements of operations.
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Realized and unrealized gains (losses) on financial instruments are comprised of changes in the
fair value of the following:

Exchangeable debenture call option obligations

Faquity collars
Borrowed shares
Put options
Other derivatives

{8} Investments in Afftliates Accounted for Using the Equity Method

Years ended December 31,
2006 2005 2004

(amount? in millions)

$(353) 172 (129)
(59) 311 (941)
(32) (205) (227)

(66) 2
165 45 11
$(279) 257 (1,284)

|

|

Liberty has various investments accounted for using the equity method. The following table
includes Liberty’s carrying amount and percentage ownership of the more significant investments in
affiliates at December 31, 2006 and the carrying amount at December 31, 2005:

GSN

Expedia

Tyecember 31, December 31,
2006 2065
Percentage Carrying Carrying
ownership amount amount

(dollar amounts in millions)

............................................ 21%
.............................................. 50%
.......................................... N/A

various

31,254 1,213

253 255
— 297
o3k 143

1842 1,908

IAC completed the spin off of Expedia on August 9, 2005, Accordingly, the Company tecorded its
share of earnings of Expedia for the five months ended December 31, 2003, The fair value of the
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Company’s investment in Expedia was $1,452 million and $1,659 million at December 31, 2006 and
2005, respectively. Summarized unaudited financial information for Expedia is as follows:

Consolidated Balance Sheets

December M,
2006 2005

{amouals in

millions)
CUTTETIL AS5ELS + « v v v e e e e e e e e e $1,183 590
Property and equiPmCnL . .. ... . ... . e e e 137 91
Goodwill . . . . e e 5801 5,860
Intangible @5S0TS . . . . .. ... e e 1.029 1,177
MR A0S . o ot e e e e e e ¥ 39
Total assets. . .. ... ... ... . e $8269 7,757
Current liabilities . . .. . . . e $1,400 1438
Deferred ioOmE taXES . . . o0 e e e 369 369
Other liahilities . . . ... . .. .. e 534 144
Minority intercsl . . . .. L. . e e 62 72
Stockholders eqUItY « . ot e e e e e e 5904 5,734
Total liabilities and equily .. ... . ... .. $8.269 7,757

Consolidated Statements of Operations

Years ended
_I}e_cember 31, -
2006 2685

(amoum_s_Iﬁ

millions}
ROVEIUE . . . o ottt e e e e e e e e e $2,238 2119
Cost of tevenile e (503)  (480)
Gross proftt . e 1,735 1,639
Selling, general and administrative expenses . . .. ... . e e {1,273y (1,116)
Amorlization . ... ... (111y  (126)
Operating IBCOME . . . .. ..ttt e it e e i e 351 397
Interest InComME . . ... L e e s 32 51
Other income (EXPENSEY . . .. L o e e e i (33)
INCOIME 1AX CXPEIISE . . . . . .ttt it et e e e e _ {139y (18b)
Nel Carmings . .. e e e 5 245 229
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9 Long-Term Debt
Debt is summarized as follows:

QOuistanding

e Carvying value
principal D
December 31, = mber :“'_
2066 2006 2005

(amounts in millions)
Capital Group
Senior exchangeable debentures

4% Scnior Exchangeable Debentures due 2029 . ... ..., .. .. § &o9 254 251
3.75% Senior Exchangeable Debentures due 2030 .. ... ... .. . 810 234 231
3.5% Senior Exchangeable Debentures due 2031 ............ .. 600 238 235
3.25% Senior Exchangeable Debentures due 2031 .. ... ... ... .. 551 119 117
0.75% Senior Exchangeable Debentures due 2023 ... .. ... .. 1,750 1,637 1,552
Subsidiary debt ..o 158 158 37
Total attributed Capital Grovep .. ... ... .o i L. 4,738 2,640 2423

[nteractive Group
Senior notes and debentures
35% Senior Notes due 2006 . . . .. ... L — —_— 121

TMoating Rate Senior Notes due 2006 . ... ... .. ... ... .. ... —_ — 1,247
781555 Senior Notes duc 2009 .. ... ... ... .. ... ... .. 670 667 666
7.75% Semior Notes due 2009 .. .. .. ... ... . 234 234 235
5.7% Senior Notes due 2013 ... . . oo 802 800 800
8.5% Senior Debentures due 2029 . ... ... . ... .. ... ... ..., 500 495 495
8.25% Scmior Debentures due 2030 ... .. ... L., 902 895 895
OV bank credit facilities . . .. .. ... 0 e 3,225 3,225 800
Other subsidiarv debt. . ... o . o L b7 67 67
Total attributed Interactive Group ... .. ... .. ... .. ... 6,4[}(} E’}ﬁé 5@_(_3
Total consalidated Liberty . .. ..o o oL $11,138 5023 7,749
Less current maturities .. ... Lo L o {114y (1,379)
Total fong-termodebt . o000 L $8.909 6,370

Senior Notes and Debentures

Interest on the Senior Notes and Senioy Debentures is payable semi-annually based on the date of
issuance.

The Scnior Notes and Senior Debentures are stated net of an aggregate unamortized discount of
$17 million at each of December 31, 2006 and 2005. Such discount is being amortized 10 interest
cxpense in the accompanying consolidated statements of operations.

Senfor Exchangeable Debentures

Each $1,000 debenture of Liberty's 4% Senior Exchangeable Debentures is exchangeable at the
holder’s option for the value of 11.4743 shares of Sprint common stock and .5737 shares of Embarg
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Corporation (‘Embarg”), which Sprint spun off to its sharcholders in May 2006. Liberty may, at its
eleciion, pay the exchange value in cash, Sprint and Embarg common stock or a combination thereof.
Liberty, at #s option, may redeem the debentures, in whole or n part, for cash generally equal 1o the
face amount of the debentures plus accrued interest.

Each $1.,000 debenture of Liberty’s 3.75% Senior Exchangeable Debentures is ¢xchangeable at the
holder’s option for the value of 8.3882 shares of Sprint common stock and 4194 shares of Embarq
common stock. Liberty may, at its election, pay the exchange value in cash, Sprint and Embarg
common stock or a combination thercof. Liberty, at its option, may redeem ihe debentures, in whole or
in part, for cash equal to the face amount of the debentures plus accrued interest.

Euch $1,000 debenture of Libesty's 3.5% Senior Exchangeable Debentures {the “Motorola
Exchangeables™) is exchangeable at the holder’s option for ihe value of 36.818Y shares of Motorola
common stock and, prior to the cash distribution described below, 4.0654 shares of Freescale
Semiconductor, Inc. (“Freescale™), which Motorola spun off to its shareholders in December 2004.
Such exchange value is payable, at Liberty’s option, in cash, Motorola stock or a combination thereof.
Liberty, at its option, may redeern the debentures, in whole or in part, for cash generally equal to the
adjusted principal amount of the debentures plus accrued interest. As a result of the cash distribution
described below, the adjusted principal amount of each $1,000 debenture is $837.38. Lffective
December 1, 206, a consortium of private equity firms purchased all of the common stock of
Freescale, including the Freescale common stock owned by Liberty, Pursuant to the terms of the
indenture covering the Motorola Exchangeables, Liberty announced that it would make a cash
distribution of $162.62 per $1,000 bond to hotders of such bonds. Such distribution was made in
January 2007, and Liberty reduced its outstanding debt by $97.6 million.

Eack $1,000 debenture of Liberty’s 3.25% Senior Exchangeable Debentures is exchangeable at the
holder’s option for the value of 9.2833 shares of Viacom Class B common stock and 9.2833 shares of
CBS Corporation (“CBS”) Class B commaon stock, which Viacom spun off to its shareholders in
December 2005, Such exchange value is payable at Liberty’s option in cash, Viacom and CRS stock or
a4 combination thereof. Liberty, at its option, may redeem the debentures, in whole or in part, for cash
equal to the face amount of the debentures plus accrued interest.

Each $1,000 debenture of Liberty’s 0.75% Senior Exchangeable Debentures s exchangeable at the
holder’s option for the value of 57.4079 shares of Time Warner common stock. Liberty may, at us
election, pay the exchange value in cash, Time Wamer common stock, shares of Liberty commen stock
or a combination thereof. On or after April 5, 2008, Liberty, at its option, may redeem the debentures,
in whole or in parl, for shares of Time Warner commuon stock, cash or any combination thereof egual
to the face amount of the debentures plus accrued interest. On March 30, 2008, March 30, 2013 or
March 30, 2018, each holder may cause Liberty to purchase its exchangeable debentuses, and Liberty,
at its election, may pay the purchase price in shares of Time Warner common stock, cash, Liberty
commun stock, or any combination thereof.

Interest on the Company’s exchangeable debentures is payable semi-annually based on the date of
issuance. At maturity, all of the Company’s exchangeable debentures are payable in cash.

In accordance with Statement 333, the call option feature of the exchangeable debentures is
reported at fair value and separately from the long-term debt in the consolidated balance sheet. The
reported amount of the iong-term debt portion of the exchangeable debentures is calculated as the
difference between the face amount of the debentures and the fair value of the call option feature on
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the date of issuance. The long-term debt is accreted to its face amount over the expected term of the
debenture using the effective inlerest method. Accordingly, at December 31, 2006, the difference
berween the principal amount and the carrying value of the long-term debt portien is the unamortized
fair value of the call option featurc that was recorded at the date of issuance of the respective
debentures, Accretion telated to the Company’s exchangeable debentures aggregated $95 million,

$89 million and $83 million during the years ended December 31, 2006, 2005 and 2004, respectively,
and is included in interest expense in the accompanying consolidated statements of aperations.

OV’ BRank Credit Facilitiex

Effective May 20, 2005, QVC entered into an unsecured 32 billion bank credit facility. In
March 2006, such facility was refinanced with a new unsecured $3.5 billion bank credit facility, which
was subsequently amended on October 4, 2006 {the “March 2006 Credit Agreement™). The March 2006
Credit Agreement is comprised of an $800 million U.S. dollar term loan that was drawn at closing, an
$800 million U.S. dollar term loan that was drawn on September 18, 2006, a $600 million mulii-
currency term loan that was drawn in U.S. dollars on September 18, 2006, a $650 mitlion U.S. dollar
revolving loan and a $650 million multi-currency revolving loan. The foregoing multi-currency loans can
be made, at QVC's option, in U.S. dollars, Japanese yen, UK. pound sterling or euros, All loans are
due and payable on March 3, 2011, and accrue interest al a rate equal to (i) LIBOR for the interest
period selected by QVC plus a margin that varies based on QVC’s leverage ratio or (ii) the higher of
the Federal Funds Rate plus .50% or the prime rate announced by JP Morgan Chase Bank, N.A_ from
time to time. The weighted average interest rate for all barrowings under the March 2006 Credit
Agreement at December 31, 2006 was 6.11%. QVC is required to pay a commitment fee quarterly in
arrears on the unused portion of the commitments.

On October 4, 2006, QVC eniered into a new credit agreement (the “October 2006 Credit
Agreement”), which provides for an additional unsccured $1.75 billion credit facility, consisting of an
$800 million initial term loan made on October 13, 2006 and $950 million of delayed draw term loans
to be made from time to time upon the request of QVC, The delayed draw term loans are available
until September 30, 2007 and are subject to reductions in the principal amount available starting on
March 31, 2007. The loans bear interest at a rate equal to (i) LIBOR for the interest period selected
by QVC plus g margin that varies based on QVC’s leverage ratio or (ii) the higher of the Federal
Funds Rate plus 0.50% or the prime rate announced by Wachovia Bank, N.A. from time to time. The
weighted average interest rate for all borrowings under the October 2006 Credit Agreement at
December 31, 2006 was 6.10%. OV C is required 1o pay a commiiment fee quarterly in arrears on the
unused portion of the commitments. The loans are scheduled to mature on October 4, 2011,

The March 2006 Credit Agreement and the October 2006 Credit Agreement contain restrictive
covenants, which require among other things, the maintenance of certain financial ratios and include
limitations on indebtedness, liens, encumbrances, dispositions, guarantees and dividends. QVC was in
compliance with its debt covenants at December 31, 2006, QVC’s ability 1o borrow the unused portion
of its credit agrezments is dependent on its continuing compliance with such covenants both before and
afler giving effect to such additional borrowing.
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QVC Interest Rate Swap Arrangements

During 2006, QVC entered into seven separate intercst rate swap arrangements with an aggregate
aotonal amount of $1,400 million to manage the cash flow risk associated with interest payments on its
variable rate debt. The swap arrangements provide for QVC to make fixed payments at a rate of
4.9575% and to reccive variable payments at 3 month LIBOR. QVC also entered into three separate
interest rale swap arrangements with an aggregate notional amount of $800 million. These swap
arrangements provide for QVC to make fixed payments at a rate of 5.2928% and io receive variable
payments at 3 month LIBOR. Al of the swap arrangemeals expire in March 2011 contemporaneously
with the maturity of the March 2006 Credit Agreement. Liberty accounts for the swap arrangements as
cash flow hedges with the cffective portions of changes in the fair value reflected in other
comprehensive earnings in the accompanying consolidated balance sheet.

Other Subsidiary Debt

Other subsidiary debt at December 31, 2006 is comprised of capitalized satellite transponder lease
obligations and Starz Media bank debt.

Five Year Maturities

The U.S. dollar cquivalent of the anoual principal maturities of Liberty’s debt for each of the next
five years is as follows (amounts in millions):

2007 . 3 14
008 . 31,768
2000 3 969
2000 .. 5 69
2000 $3,240

Fair Value of Debt

Liberty estimates the fair valuc of its debt based on the quoied market prices for the same or
similar issues or on the current rate offered to Liberty for debt of the same remaining maturities. The
fair vatue of Liberly’s publicly traded debt is as follows:

December 31,
2006 2005
{amounts in
millions)
Fixed ratc senior notes . .. .. ... .. $1,678 1,838
Senior debentures . . .. $1,422 1,347
Senior exchangeable debentures, including call option obligation. . . . ... ... .. ... ., $4,361 3,858

Liberty believes that the carrying amount of its subsidiary debt, which is primarily variable rate
debt, approximated fair value at December 31, 2006.
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LIBERTY MEDIA CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 31, 2006, 2005 and 2004

{10) Income Taxes

Income tax benefif (expense) consists of;

Years ended
December 31,
006 2005 2004
" (amounts in millions)
Current:
Federal . .. o $(513) (160) (178)
State and local . ... L e 92y (75) (61)
Foreign . . e e (112) (88) (114)
(717) (263) (353)
Deferred:
Federal ... .. . 362 219 123
State and local ... ... L e S 172 63
Foreign ... e 4 (2) 8
405 389 194
Income tax benefit {expense) . ... . ... L $(252) 126 (159)
Income tax benefit (expense) differs from the amounts computed by applying the U.S. federal
income tax rate of 35% as a result of the following:
Years ended
December 31,
2066 2005 2004
7 kamounts :lillions)
Computed expeeted tax benefit {expense) . ... ... ... L L. $(336) 59 (92)
Change in estimated foreign and state tax rates . .. ... ........ ... ... .. 130 147 2
State and local income taxes, net of federal income taxes .. ... ... . .. ... 34 7 (4
Foreign taxes, net of foreign tax credits . . . ... ... ... .. L. 20 31y (4D
Change in valuation allowance affecting tax expense .. .................... 76 (40) (3)
Impairment of goodwilt not deductible for tax purposes . . .. ................ (39 - —
Disposition of nondeductible goodwill in sales transaction .. ... . ........ .. .. (43y — —
Minority INETESt . . . . . ... e (10 (10 (6}
Dividends received deduction, . . ... .. ... L L e 12 12 —
Disqualifying disposition of incentive stock options not deductible for book
PUTPOSES . L i i e e e e e e e e s 4 - —
OHher. N8 L e e e e (2) (18) (9
Income tax benefit (expense) . ... ... ... L §(252) 126 (159)
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LIBERTY MEDIA CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS {Continued)
December 31, 2006, 2005 and 2004

The tax effects of temporary differences that give rise to significant portions of the deferred
income tax asscts and deferred income tax liabilities are presented below:

December M,

_2006 2005
{amounts in
millions)
Deferred tax assets:

Net operating and capital loss carryforwards .. .. .. ... Lo Lo 0Ll $ 470 513
Accrued stock compensation . . . ... e 79 90
Other future deductible amounlts . .. ... ... L. _ki@é 399
Deferrecd 1aX asSels .. . . .o .o e e 1,034 1,002
Valuation allowance . . ... ... .. {93y (155)
Net deferred 1ax assBls . . . .. o i e e e 941 w554_7

Deferred tax liabilities:
VeS N S . e e 6,835 6,048
Intangible assets . . . ... ... e 2,362 2523
Driscount on exchangeable debentures ... . ... ... .. L o oL 981 1,006
N . . e e 369 89
Deferred tax habilities . . .. . L 12,29_7 9,666
Net deferred tax Habilities . .. . . .. ..o e e e e S~9,_6_5£ 8,819

The Company’s deferred tax assets and liabilities are reported in the accompanying consolidated
balance sheets as follows:

[ecember 31,

“2006 2008
_(amounls in
millions)
Current deferred tax assel ... ... .. et $(128) (46}
Current deferred tax liabilities .. .. ... . —_ 169
Long-term deferred tax labilities . ... . . ... . 0,784 8,696
Net deferred tax Habilities ... . .. ... .. . . e $9,6_§_§ 8.819

The Company’s valuation allowance decreased $76 million in 2006 related 10 the recognition of a
tax benefit and increased $14 million due to acquisitions.

At December 31, 2006, Liberty had net operating and capital loss carryforwards for income tax
purposes aggregating approximately $893 million which, if not utilized to reduce taxable income in
future periods, will expire as lollows: 2009: $351 million; 2011; $169 million and beyond 2011;
$373 million. Of the foregoing net operating and capital loss carryforward amount, approxmately
3288 million is subject to certain limitations and may not be currently utilized. The remaining
$605 million is currently available to be utilized to offset future taxable income of Liberty’s
consolidated tax group.
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LIBERTY MEDIA CORPORATION AND SUBSIDIARIES
NOTES T( CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 31, 2006, 2005 and 2004

Since the date Liberty issued its exchangeable debentures, it has claimed interest deductions on
such exchangeable debentures for federal income tax purposes based on the “comparable yield” at
which it could have issued a fixed-rate debenture with similar terms and conditions. In all instances,
this policy has resulted in Liberty claiming interest deductions significantly in excess of the cash interest
currently paid on its exchangeable debentuses. In this regard, Liberty has deducied $2,218 miilion in
cumulative interest expense associated with the exchangeable debentures since the Company’s 2001 split
off from AT&T Corp. (“AT&T”). Of that amount, $629 million represents cash interest payments.
Interest deducted in prior years on its exchangeable debentures has contributed to net operating losses
{“NOLs") that may be carried to offset taxable income in 2006 and later years, These NOLs and
current intcrest deductions on its exchangeable debentures are being used to offset taxable income
currently being generated.

The IRS has issued Technical Advice Memorandums (“TAMs™) challenging the current
deductibility of interest expense claimed on exchangeable debentures issued by other companies. The
TAMs conclude that such interest expense must be capitalized as basis to the shares referenced in the
exchangeable debentures. If the IRS were to similarly challenge Liberty’s tax treatment of these interest
deductions, and ultimately win such challenge, there would be no impact to Liberty’s reported total tax
expense as the resulting increase in current tax expense would be offset by a decrease in its deferred
tax expense. However, Liberty would be required to make current federal income tax payments and
may be required 1o make inferest payments to the IRS. These payments could prove lo be significant.

(1) Stockhelders’ Equity
Preferred Stock

Liberty's preferred stock is issuzble, from time to time, with such designations, preferences and
relative participating, optional or other rights, qualifications, limitations or restrictions thereof, as shall
be staied and expressed in a resolution or resolutions providing for the issue of such preferred stock
adopted by Liberty’s Board of Directors. As of December 31, 2006, no shares of preferred stock were
1ssued,

Common Stock

Liberty’s Capital Series A common stock and Interactive Series A common stock each has one
vote per share, and its Capital Series B common stock and Interactive Series B common stock each has
ten votes per share. Each share of the Series B common stock is exchangeable at the option of the
holder for one share of Series A common stock of the same group.

As of December 31, 2006, there were 2.3 million and 1.5 miliion shares of Liberty Capital Series A
commeon stock and Series B common stock, respectively, reserved for issuance under exercise privileges
of outstanding stock options.

As of December 31, 2006, there were 215 million and 7.5 million shares of Liberty Interactive
Series A commeon stock and Series B common stock, respectively, reserved for issuance under exercise
privileges of outstanding stock options.

In addition to the Liberty Capital Series A and Series B common stock and the Liberty Interactive
Series A and Series B common stock, there are 300 million and 1,500 miltion shares of Liberty Capital
Series C and Liberty Interactive Series C common stock, respectively, authorized for issuance. As of
December 31, 2006, no shares of either Series C common stock were 1ssued or outstanding,
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